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Operation Results and Financial Review

Given the declining economic growth and the extremely
poor operating environment in the banking sector, the
Bank’s consolidated net profit for the year ended 31 December
2001, after making provision for taxation, amounted to
HK$845,827,000.  Earnings per share was HK$3.64, or a decline
of 16.3% as compared with that for the year 2000.  This came
against a background of falling average loan-to-deposit ratio,
narrowing interest rate spread resulting from severe pricing
competition and the eleven interest-rate cuts implemented in
tandem with the US, dragging down the Bank’s interest income
and returns on free funds.  The control measures on interest cost
exercised by the Bank have to some extent softened the interest
margin pressure.  Net interest income decreased by 10.8%.

Other operating income declined by 3.1% as compared with that
for the year 2000. The local stock market, hard hit by the global
economic recession, remained in the doldrums, causing a
substantial contraction in income from securities broking and
treasury operations.

Operating expenses rose by 9.2%, primarily due to the increase
in depreciation expenses on the new teller platform system and
credit card promotion expenses.

There has not been any significant change in the Bank’s asset
quality.  Non-performing loans of HK$1,055 million was similar
to the level in 2000, representing 3.64% of total advances.
Charge for bad and doubtful debts increased by HK$24 million
to HK$114 million.

The Bank reported a decrease of consolidated total assets by
1.6% from the level at previous year-end.  Return on average
assets was 1.3%, return on average equity was 11.7% and capital
adequacy ratio at 31 December 2001 stood at 20.6%. The average
liquidity ratio for the year was 50.9%.

Deposits

Total deposits fell marginally by 0.2% as compared with that at
31 December 2000.  Customer deposits increased by an average
of 6.7% in 2001.  In view of the slack loan demand in the market,
our deposit strategy has been carefully formulated in line with
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our funding requirements.  Following the eleven interest-rate
cuts, the local interest rate fell to an exceptionally low level,
some customers therefore channelled their investment funds to
bonds, unit trusts, etc, to earn higher returns.

As at 31 December 2001, floating rate certificates of deposit
equivalent to HK$1,110 million were issued, representing a
decrease of 18.3% from that at 31 December 2000, in alignment
with our funding requirements.

Given weak loan demand, competition for deposits was less
severe than expected following the lifting of the interest rate caps
in Hong Kong in July 2001.  The Bank is able to attract new
savings deposits with a new tiered interest rates structure for
Hong Kong dollar savings accounts.

Advances to customers

At 31 December 2001, total advances to customers recorded a
mild increase of 2.6%.  Average loan balance declined 1.6%
during the year.  Residential mortgage lending and syndicated
loans activities have been picking up and are on the increase.  To
achieve a more balanced loan growth, the Bank has diversified
its loan book to Government’s Home Ownership Scheme, personal
loans, tax loans and asset swaps.

Residential property lending historically represents a significant
proportion of the Bank’s loan book. Currently, the property
market has lost its vigor as homebuyers’ sentiment shrank further
amid massive lay-offs and wage cuts, while competition for such
loans among banks continues.  It is unlikely that the property
market will improve in the near term.  To this end, the Bank will
be keeping a close eye on market development and revise our
strategies to meet the changes in order to safeguard our market
share and better position ourselves to reap the benefits when the
economy rebounds.

In the face of unfavourable economic conditions and declining
commercial activities, corporate financing activities shrank.  The
Bank has increased its participation in Small and Medium Enterprises
loan facility initiated by the Government with the aim of giving
them greater financial support for business development.
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The progress of our hire purchase and leasing subsidiary, Wing
Lung Finance Limited, has been satisfactory.  These advances
grew by nearly 10% in 2001.  This operation has generated
higher average return than other types of loan products.

Bills

On the back of deteriorating external economic environment
and contracting domestic consumption, Hong Kong’s import
and export trading activities endured a negative growth. At
31 December 2001, the Bank recorded a decline in both bills
business turnover and income.

Foreign exchange

Income from foreign exchange operation decreased; whereas
money exchange business grew slightly.  Since 1998 the number
of participants in the market has been on the decline. This,
coupled with the popular use of electronic trading platform and
the introduction of Euro, caused foreign exchange trading activities
to contract.  Excessive capital influx to the United States on the
back of strong US dollar against other major currencies further
exacerbates the already sluggish foreign exchange market.
Exchange rates are expected to stay in tight range with contracting
transaction volume, and this market environment is likely to
persist for some time.

Wealth Management Centre

The Bank set up a Wealth Management Centre in May 2001 to
deliver a wide range of investment products in response to
customers’ needs.  The business of the centre progressed
satisfactorily.  An additional centre was set up in our Mongkok
Branch in January 2002 to better serve our customers on Kowloon
side.  Although a low interest rate environment appears sustainable
amid sluggish economy, the global stock market remained in
doldrums, driving investment funds to some other relatively
higher-yielding investment instruments, such as bonds, unit trusts,
derivatives, etc.

Credit card

The Bank’s credit card business progressed steadily in 2001,
with an appreciable increase in the total number of credit cards
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issued and credit card receivables.  The number of affinity card
programs and merchant acquisition business are also on the
increase.  The deterioration in the economy, persistently high
unemployment and the abusive use of personal bankruptcy
proceedings by cardholders as a way out of their heavy debt
burden caused the charge off ratio to rise from 4.46% in 2000
year-end to 5.35%, thus eroding profitability.  Under poor
economic environment, we will maintain a careful and prudent
approach in expanding our credit card business.

Securities broking

Wing Lung Securities Limited and Wing Lung Futures Limited
provide various securities and futures investment service.  In
2001, the local stock market experienced a substantial downturn,
and transaction volume shrank noticeably.  This, coupled with
the custodian fee waiver, caused the securities income to decline.
Income from futures broking increased.  The local stock market
will remain volatile, affected by internal and external factors.  It
is hoped that on the back of low interest rate environment, there
will be an influx of investment funds to the stock market.  The
Securities Savings Scheme which was launched in October 2001
received favourable market response.  The Bank will further
develop new products and electronic trading channels to meet
the increasingly sophisticated customers’ needs.

Insurance

The Bank’s two insurance subsidiaries, Wing Lung Insurance
Company Limited and Wing Lung Agency Limited, act as principal
and agent respectively for a wide range of insurance services.
Business volume and income from insurance operation registered
a marked increase in 2001, attributable to the growth in brokerage
and agency businesses.

In January 2002, A.M. Best Co, Oldwick, N.J., assigned to Wing
Lung Insurance Company Limited a financial strength rating of
A– (Excellent).  We are pleased with this rating as it reflects the
company’s very strong capital position, strong operating
performance and unique business profile, providing a favourable
backdrop for underwriting business expansion.

The business of BC Reinsurance Limited, Hong Kong Life
Insurance Limited and Professional Liability Underwriting
Services Limited, the joint ventures with other banks, has
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progressed steadily with various kinds of insurance products
rolling out to the market.  Price competitions among insurers
remain severe.  Given the support of the strong customer base of
the partner banks, we expect a steady growth in market share.
These joint venture businesses are expected to generate steady
revenues in the long term.

Investment in information technology

The delivery and installation of the new IBM teller platform
system is by stages starting from April 2001. Up to now, the
deposit interest rate calculation system tailored for the tiered
interest rates structure post deregulation and the service fees
module have been successfully launched. The entire project will
be completed by the end of 2002.

Human resources

At the end of December 2001, total workforce amounted to
1,239, including 1,226 locally, 5 in the mainland and 8 overseas.

Human Resource Department has been actively organising
seminars and training sessions relating to bank operation,
product knowledge, information technology and specialised
topics with a view to providing continued training opportunities,
and upgrading the skills and knowledge base of our staff so
that they are better equipped to cope with business needs.

In compliance with the guidance notes for continuing
professional training issued by the respective governing bodies,
the Bank has allocated more resources to support staff
continuing professional training and development. It is
important to maintain a professionally qualified sales force to
promote the Bank’s products.
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